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ITALIAN KEY ECONOMIC INDICATORS 


ALL values in U.S. dollar millions and represent period averages unless otherwise 
indicated; Exchange rate used: lire/$ for 1980=855; 198721296; 198821302; 1989=1372 
Percent change over previous period in lire unless otherwise indicated. 

1987 pet 1988 pet 1989 pet 

chg chg chg 

INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 755,924 9.3 828,620 10.1 861,301 9.5 (Est) 
Per capita GDP, Current Prices 13,182 9.1 14,423 9.9 14,990 9.5 (Est) 
GOP at Constant (1980) Prices 518,476 3.0 538,850 3.9 556,910 3.4 (Est) 
National Income at Current Prices 697,909 758,144 9.1 844,315 8.8 (Est) 
Plant, Equipment and Transport 
Investment at Constant (1980) Prices 61,202 64,880 6.0 69,421 7.0 (Est) 
Indices: ‘ 
-Industriial Production (1980=100) 103.1 5.0 117.2 3.4 (Oct) 
-Average Labor Productivity 
--Cin Industry) (1982=100) 123.0 - 132.4 3.5 (Est) 
-Average Industrial Wage (1982=100) 158.8 177.4 5.9 (Sep) 
-Labor Force ('000) 23,669 . 23,869 
-Average Unemployment Rate 
--as % of Labor Force 12.0 12.0 


MONEY AND PRICES 

Money Supply (M2) (End Period) 569, 982 553,497 560,200 
Interest rates (Percent, End Period) 

-Six month Treasury Bills 10.1 9.9 11.5 
-Effective Prime Rate 13.0 13.0 14.0 
Price Indices: 

“Wholesale Prices (1980=100) 175.6 183.9 194.9 
“Cost of Living (1985=100) 110.9 116.5 5. 124.2 


BALANCE OF PAYMENTS AND TRADE 

Bank of Italy International Reserves 63,543 63,412 71,304 

Commercial Banks’ Foreign Position -29,890 -35,352 -38,882 

(Reserves & Position at End Period) 

Balance on Current Account -1,497 -4,816 -10,123 

Balance on Trade Account (FOB/CIF) -8,598 -9, 889 -10,797 

Exports, FOB 116,901 . 128,409 101,230 

U.S. Share, composed of 11,154 11,393 < 8,662 
Mechanical Products 2,351 2,570 1,864 
Textiles and Apparel 2,290 é 2,175 . 1,721 
Metal Products 1,333 1,419 1,047 
Transportation Equipment 1,314 . 1,183 ° 970 
Chemical Products 682 775 576 
Food and Agricultural products 604 601 427 
Energy Products 382 369 215 


Other 2,198 : 1,842 


Imports, CIF 124,689 
U.S. Share, composed of: 6,650 
Mechanical Products 2,167 
Chemical Products 837 
Energy Products 632 
Food and Agricultural products 679 
Transportation Equipment 661 
Textiles and Apparel 204 
Metal Products 162 
Other 


112,027 
6,308 
2,209 

760 
599 
516 
266 
136 


230 
1,308 2. 1,612 


U.S. Investment in Italy(End Period) 6,935 n/a 


SOURCES: ISTAT (Italian Central Institute of Statistics), Bank of Italy, Government 
Economic Report and Economic Forecasting Report. 


Est.=Estimate; month in last column is last month of available data. 





Summar Y 


Italy enjoyed still another year of 3.0 percent plus economic 
growth in 1989. The increase in the gross domestic product 
(GDP) from 1988 was well-balanced, with exports experiencing 
the strongest increase followed by investment, then by 
consumption as household incomes continued to expand in real 
terms. These trends should continue into 1990 with each 
component of GDP registering slightly lower growth rates. 
There are no signs yet that the current economic expansion, 
Italy’s longest in the postwar period, is ending. 


Continued efforts to reduce the relative size of the public- 
sector budget deficit have been to little avail. The 
deficit/GDP ratio is far and away the largest among the Group 
of (G-7) major industrial economies and remains Italy’s chief 
economic problem. The deficit’s size complicates the efforts 
of Italy to coordinate its economic policies with those of its 
major European partners. 


The main concern of the Bank of Italy has been to finance the 
budget deficit in the least inflationary way possible, by 
minimizing the monetization of public debt. However, this 
policy has resulted in high real interest rates that have 
attracted foreign investors and have also encouraged Italian 
business to borrow lower cost funds abroad. Large capital 
inflows have financed a widening deficit on the current account 
of the balance of payments. 


Merchandise exports performed credibly during 1989, and there 
are few signs that Italy’s export industries are losing 
competitive position. In spite of the strength of Italian 
exports, imports continue to increase at a still faster rate. 
The trade deficit widened sharply from 1988 to 1989. The 
balance may remain more or less unchanged from 1989 to 1990, 
depending on relative price developments. While the current 
account deficit is a source of concern to economic policy 
officials, there is no indication that it will constitute an 
external constraint in 1990 that will force a policy reaction 
other than an effort to moderate the growth of domestic demand. 


As the 1992 target date for a unified European Market nears, 
Italy is making an effort not only to align its economic 
policies with those of the other major continental economies, 
but also to implement a series of reforms to enable Italian 
business to meet new European standards and compete 
effectively. Progress in this area, however, is not as fast as 
many Italians desire. 
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Part A - Economic Developments in 1989 and the Outlook for 1990 


The Italian Economy in 1989 


Economic Activity: The Italian economy enjoyed another 
year of strong expansion in 1989. The government’s 
September forecast predicted that GDP will have increased 
3.4 percent in 1989, substantially above the average 
growth rate of 3.0 percent registered in the previous six 
years of economic expansion. Other private and 
semiofficial forecasts released in the final months of 
1989 are in line with the official estimate. Domestic 
demand will increase at an even higher rate. 


The most dynamic element of domestic demand in 1989 
continued to be investment, which according to official 
estimates will have outpaced 1988 results (5.4 versus 4.9 
percent). 


Leading the way were outlays for machinery and equipment, 
which should have increased a healthy seven percent from 
1988. Construction spending was also brisk, rising 3.5 
percent thanks in part to projects associated with Italy’s 
hosting of the World Cup soccer championships in 1990. 
Recent investment surveys indicate that while the bulk of 
investment spending continued to be directed toward 
restructuring of plant and equipment, a consistently 
larger share was devoted to expansion of capacity. 


Household demand was robust in 1989, as evidenced in 
positive responses to consumer confidence surveys and 
strong sales of durable goods such as automobiles. 
Consumption spending as a whole is estimated to have 
increased 3.2 percent, led by a rise of 3.4 percent on the 
private side. Real wage gains and rising employment 
continued to underpin the strength in household demand. 


The government predicts that Italy will have had one of 
the highest domestic demand growth rates in the G-7 
countries in 1989, at 4.0 percent. The widening of the 
gap between the growth of this demand and domestic output 
placed serious strains on the current account. Buoyed by 
this strong domestic demand, imports in volume terms 
should have increased about 8.2 percent (compared with 7.1 
percent in 1988). Export growth is expected to be 6.1 
percent (again in volume terms), or slightly above 1988 
results. 
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Money and Credit: A major concern of monetary authorities in 
1989 was the acceleration of inflationary pressures in the 
economy. Though the government presented a plan to use fiscal 
policy to dampen domestic demand, the burden up to now has been 
on monetary policy. Balanced against this concern was the 
knowledge that any upwards movement in interest rates adversely 
affect export competitiveness (through an appreciation of the 
lira) and the public debt, (every 1 percent rise in interest 
rates adds an estimated $5.1 billion to the annual budget 
deficit in interest payments). 


Interest rates, which rose in the spring and then declined 
somewhat over the summer, increased again in the latter part of 
1989. The prime rate stood at 14.0 percent at year end, while 
the nominal yield on three-month treasury bills at year end was 
13.37 percent. 


Public Finance and Fiscal Policy: Efforts to control the 
growth of Italy’s large public debt met with little success in 
1989. The major factors propelling expenditures above their 
estimated levels have been high public wage costs, interest 
payments on the debt, and transfers to the health sector. 


Inflation, Wages, and Employment: Inflationary pressures, as 

measured by the cost of living (COL) index, took a marked turn 
upwards in 1989. The change in the index as measured over the 
previous 12 months peaked in June and July at 7.0 percent then 


declined to 6.5 percent in December. The COL index for 1989 
was up 6.6 percent from 1988, after a 5.0 percent increase from 
1987 to 1988. 


The prime culprits for this rise in price pressure were: 1) 
early 1989 increases in taxes and public sector fees connected 
with the 1989 budget; and 2) external developments, such as the 
appreciation of the dollar and the rise in oil and other raw 
material prices. Monetary pressures and robust domestic demand 
were additional factors. 


Wage increases continued to outpace the rise in the COL index, 
but by a lesser amount in 1989 than in previous years. The 
declining spread between wage and price increases squeezed 
disposable income, and is held partly accountable for the 
decline in household consumption growth from 1988 to 1989. The 
sectors enjoying the largest wage increases were public 
administration and transportation. 


The average annual unemployment rate in 1989 was 12.0 percent, 

unchanged from 1988. Fourth quarter 1989 data indicate clearly 
the uneven geographical and social concentration of joblessness 
in Italy. Unemployment in the north was 5.9 percent, compared 

with 10.4 percent in the center and 20.6 percent in the south. 

In addition, the data show that persons under 29 accounted for 

69.7 percent of the unemployed ranks. 





Bx 


Balance of Payments: The current account deficit of the balance 
of payments widened by more than 9 trillion lire from the first 
half of 1988 to the first half of 1989, reaching the equivalent 
of $10.4 billion. The deterioration was due in almost equal 
measure to a worsening on the trade account and on the services 
and unilateral transfer account. 


Data through November 1989 indicate that the trade deficit 
stood at $12.5 billion, 37.0 percent above the year earlier 
figure. Exports (f.o.b.) were up 16.6 percent in the first 11 
months of 1989, as Italian exporters benefitted from strong 
growth in world demand. Imports (c.i.f.) were up 18.2 percent 
on a value basis over the same period. The huge jump in import 
value was concentrated in the first few months of 1989 and 
derived from a run up in raw materials, especially oil, prices 
as well as an appreciation of the dollar versus the lira. Also 


contributing to import growth was the continued strength of 
domestic demand. 


An October 1988 reform in Italian foreign exchange regulations 
led to increased outflows of funds in 1989. But flows in the 
opposite direction appear to have increased even more as 
foreign investors took advantage of Italy’s relatively high 
real interest rates. The capital inflows put upward pressure 
on the lira vis-a-vis other European Monetary System 
currencies, the German mark in particular. The capital inflows 
slowed beginning in October and the lira began to depreciate. 


The Outlook for 1990 


Economic Activity: Most forecasters, both official and 
private, expect the growth of economic output to slow somewhat 
in 1990 to a rate closer to the expansion period average. The 
range for 1990 GDP growth estimates runs from 2.9 to 3.3 
percent, with the government estimate at 3.2 percent. 


Growth of domestic demand, and particularly that of private 
consumption, should slow from 1989 to 1990, in part because the 
government has introduced measures connected with its 1990 
budget package that are designed to slow the growth of private 
demand in 1990 in order to ease current account and 
inflationary pressures. Official forecasters predict a large 
drop in private consumption growth from 1989 to 1990 (from 3.2 
to 2.8 percent), but other observers believe that consumption 
will not slow as much, putting the 1990 increase in consumption 
at near 3.0 percent. The outlook for disposable income growth 
is still uncertain, but so far no one expects a large 
divergence between wage and price increases. 
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Investment should remain brisk in 1990. The government’s 
forecast is for 5.0 percent growth, with spending for machinery 
and equipment increasing once more at 7.0 percent. Private 
estimates have been a bit less optimistic, putting the increase 
at 4.0 - 5.0 percent. Indications are that the current trend 


towards increasing capacity expansion rather than productivity 
will continue. 


Public Finances and Fiscal Policy: The government has committed 
to running a surplus in the primary balance (that is, deficit 
net of interest payments) by 1992. 


Another hoped for result of the government’s plan to reduce the 
growth of domestic demand will be a lower increase in 

imports. The official estimate sees import growth in volume 
terms slowing from 8.1 percent in 1989 to 6.0 percent in 1990. 
Other forecasts foresee a smaller drop in import growth, but 
agree that 1990 will be below 1989 levels. For exports, 
predictions for 1990 growth range from 4.6 to 6.3 percent. 


The government’s 1990 budget seeks to hold the 1990 state 
sector borrowing requirement to $97 billion (133.1 trillion 
lire) and to reduce the deficit/GDP ratio from 11.0 to 10.4 
percent. A further aim is to slow the growth of domestic 
demand. The government’s budget program has been criticized by 
several outside groups, including the IMF, as not going far 
enough in seeking spending control. There is speculation that 
the government will be forced to introduce a mid year 
supplemental budget package to keep its deficit target intact. 


Money and Credit: The Central Bank has given its blessing to 
the 1990 budgetary policy, but many observers fear that the 
budget deficit will be overshot once more, adding to the 
pressure on monetary aggregates. The Italian Treasury’s policy 
of paying high real interest rates on its securities should 
continue to divert funds from more liquid assets, thereby 
reducing the growth of the more narrowly defined money supply. 
The liberalization of short-term capital movements, due July 1, 
1990, worries monetary authorities. 


Currently, Italian residents cannot hold foreign bank accounts 
and interest is subject to a 30.0 percent withholding tax. 
With liberalization, Italian residents will be able to hold 
bank accounts abroad. 


Banks may not be willing to reduce these holdings still further 
in 1990. On the other hand, banks are channelling an 
increasing amount of funds from abroad to their Italian 
clients. This may increase as the European financial market 
integration progresses. Monetary authorities, who for many 
years have been constrained by Italy’s fiscal policy, will see 
their freedom to maneuver further curtailed by greater 
intra-regional capital flows. 
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Inflation, Wages and Employment: Inflation and wages are the 
key unknowns in 1990; the direction they take will have a large 
impact on in the economy, balance of payments, and fiscal 
policy. The government’s present inflation target is 4.5 
percent in 1990, which it plans to achieve through suppression 
of domestic demand and lower wage increases. Most private 
economists, while agreeing that inflationary pressures will 
subside in 1990, think the government’s target is unrealistic 
and point out that many of the measures contained in the 1990 
budget package will add to the price increases. 


The private outlook is for inflation to be somewhere between 
5.0 to 6.0 percent in 1990. Contracts covering over 3 million 
workers in key private and public sectors will need to be 
renegotiated in 1990. In line with its plans to reduce the 
growth of domestic demand and inflation, the government has 
targeted all new wage increases in 1990 at 5.5 percent, or one 
percent above the official inflation estimate. 


Whether the government will be able to hold to this limit 
during its renegotiation of public sector contracts is open to 
question, given the generous agreement signed with striking 
school teachers in 1988. Opinion is divided as to whether wage 
increases will accelerate in 1990. While at least one major 
forecasting institute predicts that wage increases in the 
private sector will decline in 1990, other observers have 
predicted that wage demands on the private side will be higher. 


Balance of Payments: The deficit on current account 
transactions may widen again from 1989 to 1990, but if so by 
only a small amount, but its size and the problems associated 
with financing it are of concern. 


Italy should be able to increase its net external debt as its 
credit standing in foreign markets remains high. Imports 
should increase once again at a fairly high level, roughly at 
or above the rate of growth of world trade, and Italy will 
remain an attractive market for U.S. exporters. Italy’s 
merchandise exports should also increase, but the volume is 
likely to lag somewhat the growth in world trade. As Italian 
export prices are likely to increase more than import unit 
value, the trade balance may well move slightly in Italy’s 
favor. 


The deficit on invisibles is likely to widen somewhat. Italy’s 
hosting of the Soccer World Cup in 1990 will boost the 
country’s net revenues from tourism, but the increase is likely 
to be more than offset by higher net investment income payments 
abroad and a further increase in net public transfers abroad. 
Capital movements in both directions should increase in 1990 as 
Italians diversify their portfolios and foreigners are 
attracted by Italy’s high real interest rates. This means 
greater opportunities for suppliers of financial services. 
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Preparing for 1992: The Italian economy will face several 
important deadlines in 1990 in connection with its preparations 
for the EC Single Internal Market. In July 1990, short-term 
capital movements will be liberalized; though Italian 
authorities will be concerned what effect this liberalization 
will have on the tricky task of financing Italy’s public debt. 
In early January, Italy joined the narrow band in the European 
Monetary System, moving from a band of 6.0 percent to a band of 
2.25 percent; this move will place additional pressure on 
monetary and fiscal policy. The government has already 
announced intentions to enact monetary policy as necessary. 


In addition, a host of financial legislation designed to make 
the Italian financial system more competitive with that of its 
EC partners has been proposed. These include a reform of 
publicly owned banks, reforms of the stock market (which 
include laws to deal with insider trading and regulate public 
tenders), and an antitrust law. 


B. Implications for the United States 


Italy is the fourth largest trading partner of the United 
States in Western Europe. Thanks in part to the continued 
favorable exchange rate, U.S. exports to Italy increased more 
rapidly than imports, resulting in a decline in the U.S. 
bilateral trade balance. The composition of U.S.-Italy trade 
is also changing: coal, though still going strong, was 
overtaken by office machinery parts as the number one export. 


This change is revealing of the growing sophistication of the 
Italian market. Our growing trade relationship can be 
developed further: Italy ranks a distant fourth in bilateral 
trade with the United States, compared with the United Kingdon, 
West Germany, and France. Also, the United States still has a 
sizeable trade deficit with Italy, the second largest after 
that with the Federal Republic of Germany in 1989. 


With industrial production growing at a healthy pace, Italy 
should prove an attractive place to do business for U.S. 
firms. Given the high labor costs prevailing in Italy and 
growing capacity utilization, many Italian firms have invested 
in capital equipment. The public and state sectors are intent 
on modernizing their structure and are actively seeking 
reliable suppliers of computer systems and services to deliver 
their services more efficiently. 
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Italians are by far Europe’s largest savers, and they are now 
enjoying their newly acquired wealth. American life styles 
have become part of Italian everyday culture. U.S. businesses 
selling in Italy should concentrate on high-added-value, 
high-quality products, which are less vulnerable to exchange 
rate variations, and ensure a long-term commitment oz the part 
of the importer. The ongoing liberalization of exchange 
controls should allow easier payment terms for Italian 
importers. 


Opportunities are perhaps even greater now. Should the 
exchange rate stay at the same levels of December 1989 (6.0 to 
7.0 percent below the average rate for 1989), the combined 
effect of a booming industrial and consumer market and a lower 
dollar could spell out further opportunities for aggressive 
American exporters. Opportunities also exist for U.S. firms 
willing to license products in anticipation of the European 
Single Market. 


The sectors that offer the best potential for American products 
and services are: computer hardware, peripherals, and software; 
energy-saving devices; electronic components; avionics, 
aircraft parts and accessories, and ground support equipment. 
Services,-- particularly insurance, personal financial 
services, and franchising,-- offer good possibilities. 


Computer Hardware and Software: Italy trails other European 
countries in expenditures for electronic data processing (EDP) 
but is catching up. Imports of EDP hardware will grow at an 
estimated 14.1 percent through 1991. Mini and super computers 
with vector features also registered a marked, growth and the 
outlook for their continued growth is bright. U.S. EDP firms 
enjoy an excellent reputation in Italy. Imports of software 
and information systems also play a major role in Italy’s 
market, now the world’s sixth largest, in which the United 
States holds an 84 percent share. Though Italian software is 
becoming more competitive and software piracy is widespread, 


U.S. imports will continue to find a most receptive market in 
Italy. 


Medical Equipment: The medical equipment market is expanding, 
especially in the high-tech fields of imaging, NMR scanners and 
other neurological equipment, digital radiology, and cardiology 
equipment. It is estimated to have totaled $590 million in 
1988 and should reach $700 million in 1991. Italy will 
continue to rely on foreign suppliers offering state-of-the-art 
apparatus and excellent after-sales service. U.S. medical 
equipment manufacturers can expect to compete well in the 
highest level technologies and in medical disposables, 
especially as their products are now relatively cheaper since 
the dollar’s decline in value. 
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Pollution Control Equipment: Italian authorities are under 
increasing pressure to place more controls on polluting 
industries. Stricter enforcement of existing regulations, -- 
combined with new legislation to control air, water, and soil 
contamination,-- will induce private and public industries to 
install more pollution control devices, thus increasing the 
market for such equipment in Italy. Sales exceeded $1 billion 
in 1988 and should grow at an average rate of 15 percent per 
year through 1991. U.S. technological advantages and product 
innovation are appreciated in Italy, and American prices are 
again competitive. 


Apparel: Italy is one of the world’s leading manufacturers and 
exporters of apparel, and demand for apparel has always been 
high in fashion-conscious Italy. The market for apparel was 
estimated at $7.6 billion in 1988, with an average growth of 
6.0 percent forecast for the period 1989-1991. Imports have 
been increasing at a much faster rate, totaling $1.3 billion in 
1988, up 13.0 percent over 1987. Although most imports are 
from low-cost producing countries, U.S. exporters of quality 
leisure wear should find an excellent market for well-made, 
trendy products. 


Agricultural Products: Bulk and intermediate commodities, -- 
such as forest products, oilseeds and products, cotton, 
tobacco, hides and skins, wheat, and seeds,-- continue to 
dominate Italian agricultural imports from the United States, 


which amounted to about $1 billion in 1988. 


In the consumer products category, the brightest market 
prospects are for dried fruits and nuts, corn oil, grapefruit, 
fruit juices, health foods, fish and crustaceans, wild rice, 
snack foods, blueberries, breakfast foods, and regional/ethnic 
specialties (Cajun and Mexican foods). In addition, 
agricultural high-tech inputs, such as bovine semen and cattle 
embryos, are sought after by Italian buyers. The Foreign 
Agriculture Service has offices in Rome and Milan to promote 
sales of U.S. agricultural products in Italy. 


Trade Promotion: The U.S. and Foreign Commercial Service (US 
&FCS) in Italy is actively supporting America’s efforts to 
export and has an active trade promotion and market research 
program. In the coming months, US&FCS Italy will participate 
in a major cosmetics and personal care show in Bologna 
(Cosmoprof), the Milan Great April Fair, an insurance trade 
mission, and a Matchmaker show in Genoa on boating equipment 
and accessories. Participating in one of these trade events 
organized by US&FCS Italy and the U.S. Department of Commerce, 
could represent a rewarding experience for U.S. exporters. 
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